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• Objectives 

• Summary  of  Major  Alternatives 

• Key  Considerations  by  Alternative 

• Selecting  the  Best  Alternative 

• Summary  and  Conclusions 
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Key  Objectives  Vary  by 
Company 


• Improve  NPAT  margin  percent 

- Service  or 

- Entire  company 

• Increase  NPAT  percent  per  year 

- Service  or 

- Entire  company 

• Increase  net  cash  flow  X percent  per  year 

- Service  or 

- Entire  company 

• Requires  minimum  or  no  cash  investment 

• Lower  overall  marketing  costs 

• Must  produce  a profit  the  first  year 
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Other  Objectives 

• Legally  defensible 

• Acceptable  to  customers 

• Assure  full  cost  recovery  plus  a profit 

• Improve  market  share 

• Improve  customer  satisfaction 

• Lower  administration  costs 

- Customer 

- Vendor 

• Maintain  customer  equity 

• Avoid  adverse  selection 
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Summary  of  Major 
Alternatives 


A 


• Blocks  of  coverage 

• 7 Day  - 24  hour  coverage 

• Next  day  service  option 

• Deferred  central  facility  maintenance 

• Software  support  bundled  with  license  fee 

• Full  software  support — unbundled 

• Granular  software  support — unbundled 

• Hardware/software  support — bundled 

• Multi-year  discounts 

• Prepayment  discounts 

• Help  desk/problem  management  discounts 

• Cluster  discounts 
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Blocks  of  Coverage 

• Blocks  can  match  customer's  work  schedule 

• Provides  a basis  for  scheduling  service  personnel 

• Encourages  customers  to  delay  calls  to  period 
covered 

• Customers  trade  off  blocks  for  per  call 

• Per  call  outside  block  a customer  irritant  and  costly 
to  administer 

• Difficult  to  estimate  cost  of  additional  blocks 
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7 Day  - 24  Hour  Coverage 

• Offers  opportunity  to  make  time  and  material  less 
attractive 

• Reduces  administrative  complexity  and  costs 

- Customer 

- Vendor 

• Improves  customer  satisfaction 

• May  increase  service  costs 

• May  be  difficult  for  competition  to  match 


V, 


FSEM-BS2-7 


© 1989  by  INPUT.  Reproduction  Prohibited. 


INPUT 


r 


Next  Day  Service  Option 

• Little  cost  justification  to  support  lower  price 

• Will  result  in  lower  margins  unless  base  price  is 
increased 

• Exposes  entire  population  to  taking  the  option 

• Provides  a lower  entry  price 

- Cost  of  ownership 

- Competitive  bids 

• Provides  the  rationale  to  fence  a discount 
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Deferred  Central  Facility 
Maintenance 


• Lowers  total  cost  of  service 

• Provides  a lower  entry  price 

- Cost  of  ownership 

- Competitive  bids 

• Increases  customer  costs  for  spare  machines 

• Improves  product  availability  to  customer 
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Software  Support  Bundled 
With  License  Fee 

• One  time  license  fee 

- Provides  immediate  cash  flow 

- Difficult  to  predict  total  support  costs 

- No  separate  bill  for: 

° User  problems 
° Correcting  defects 

• Monthly  license  fee 

- Provides  a steady  revenue  stream 

- Provides  opportunity  to  increase  prices  if  costs 
increase 

- No  separate  bill  for: 

0 User  problems 
° Correcting  defects 

• Upfront  plus  monthly  license  fee 

- Provides  immediate  cash  flow  plus  a steady 
revenue  stream 

- Provides  opportunity  to  increase  prices  if  costs 
increase 

- No  separate  bill  for: 

° User  problems 
° Correcting  defects 
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Full  Software 
Support — Unbundled 

• Provides  an  opportunity  for  competitive  entry 

• Provides  a lower  entry  price  for  software 

• Difficult  to  achieve  full  cost  recovery  and  profit 

• Customer  billed  for: 

- Correcting  vendor  defects 

- User  problems 

• Vendor  limited  in  taking  corrective  action  for  "free" 
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Granular  Software 
Support — Unbundled 

• Offers  customer  a choice  between  no  support  and 
full  support 

• Customer  pays  for  what  he  gets 

• Provides  a lower  entry  price  for  software 

• Customer  billed  for: 

- Correcting  vendor  defects 

- User  problems 

• Difficult  to  achieve  full  cost  recovery  and  profit 
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Hardware/Software  Support 

Bundled 


• Applies  to  operating  system  only 

• May  be  a legal  problem  if  not  an  option 

• Difficult  to  justify  technically  as  mandatory 

• Not  compatible  with  move  to  industry  standards 

• May  lock  out  TPMs,  HW  and  SW  competitors 
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Multi-year  Discounts 

• Lowers  overall  cost  of  marketing 

• Reduces  losses  to  competition 

• Lowers  entry  price 

- Cost  of  ownership 

- Competitive  service  bids 

• May  lower  overall  profitability 
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Prepayment  Discounts 


• Provides  price  protection  to  the  customer 

• Lowers  overall  cost  of  marketing  and  administration 

• Reduces  losses  to  competition 

• Provides  significant  early  cash  flow 

• Exposes  vendor  to  unexpected  cost  overruns 

• Clearly  establishes  cost  of  ownership  to  customer 

• Lowers  customer's  administrative  cost 
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Help  Desk/Problem 
Management  Discounts 

• Provides  a lower  entry  price 

- Cost  of  ownership 

- Competitive  service  bid 

• Reduces  overall  service  costs 

• Will  result  in  increased  entry  prices  for  non-help 
desk  customers  or 

• Lower  overall  margins  for  service 

• Motivates  customer  to  improve  system  management 
disciplines 
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Cluster  Discounts 

• Lowers  entry  price  for  cluster 

- Cost  of  ownership 

- Competitive  service  bid 

• Lowers  overall  profit  margins  or 

• Raises  price  level  for  others 

• Increases  administrative  costs 

- Customer 

- Vendor 
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Selecting  the  Best 
Alternative 


• It  is  a complicated  decision  process 

- Many  variables 

- Many  players 

• The  best  alternative  varies  by  company 

- Key  measurements/objectives 

- Product  set 

- Market  share 

• INPUT  recommends  a systematic  approach* 

• Determine  objectives 

- Musts 

- Wants 

• Assign  weights  and  evaluate 

• Identify  risks  and  evaluate 

*Referto  The  Rational  Manager  by  Kepner/Tregoe 
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Level  of  Service  Offering  Evaluation 
Key  Objective:  Maximize  NPAT 

for  Company 


Musts 

1 Level  of  Service 

2 Levels  of  Service 

Legally  defensible 

/ 

Acceptable  to  customers 

/ 

/ 

Requires  minimum 
investment 

0 

r 

$25,000 

/ 

Wants 

WT 

sc 

WT 

SC 

sc 

WT 

SC 

Maximum  NPAT 
percent  increase 
per  year  for  company 

10 

5% 

5 

50 

8% 

Additional 

product 

profits 

8 

80 

Less  service 
profits 

Increased  market 
share 

5 

Products  15% 
Service  80% 

5 

25 

Products  20% 
Service  85% 

8 

40 

Equitable  to  customers 

6 

10 

60 

Provides 
rationale  but 
little  cost 
justification 

7 

42 

Total 

- 

- 

135 

- 

162 

Risks 

Probability 

Seriousness 

Probability 

Seriousness 

May  lose  additional 
market  share 

8 

5 

1 

5 

Many  or  all  customers 
may  take  level  2 

0 

0 

5 

5 
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Level  of  Service  Offering  Evaluation 
Key  Objective:  Maximize  NPAT 

for  Service 


Musts 

1 Level  of  Service 

2 Levels  of  Service 

Legally  defensible 

/ 

/ 

Acceptable  to  customers 

\ 

/ 

/ 

Requires  minimum 
investment 

0 

% 

/ 

$25,000 

✓ 

Wants 

WT 

sc 

WT 

SC 

sc 

WT 

SC 

Maximum  NPAT 
percent  increase 
per  year  for  service 

10 

10% 

8 

80 

5% 

Less  service 
profits 

4 

40 

Increased  market  share 

3 

80% 

5 

15 

85% 

8 

24 

Equitable  to  customers 

6 

10 

60 

Provides 
rationale  but 
little  cost 
justification 

7 

42 

Total 

- 

- 

155 

- 

106 

Risks 

Probability 

Seriousness 

Probability 

Seriousness 

May  lose  additional 
market  share 

5 

5 

1 

5 

Many  or  all  customers 
may  move  to  level  2 

0 

0 

5 

10 
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Prepayment  Offering  Evaluation 
Key  Objective:  Immediate 
Increase  in  Cash  Flow 


Musts 

Monthly  Payments 

3 or  5 Year  Prepayment 

Legally  defensible 

« 

f 

/ 

Acceptable  to  customers 

« 

f 

/ 

Lowers  overall  marketing 
costs 

$1  million/yr 

« 

f 

$300K/yr 

/ 

Wants 

WT 

sc 

WT 

SC 

sc 

WT 

SC 

Significant  immediate 
increase  in  cash  flow 

10 

0 

0 

Prepayment 

cash 

9 

90 

Increased  market 
share 

7 

60% 

6 

42 

90% 

9 

63 

Retain  flexibility  to 
recover  unexpected 
costs 

5 

9 

45 

4 

20 

Total 

- 

- 

87 

- 

173 

Risks 

Probability 

Seriousness 

Probability 

Seriousness 

Significant  increase  in 
future  costs  not 

0 

0 

5 

8 

recoverable 

Significant  drop  in 
monthly  revenue 

3 

3 

6 

8 
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Summary 

• Optimum  solution  varies  by  company 

• Determine  key  objectives 

• Identify 

- Musts 

- Wants 

- Risks 

• Evaluate 

• Use  systematic  approach 

-to  gain  consensus 

- to  determine  optimum  solution 
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Software  and  Services  Industry 


Customer  Service 
Program — International 


- Software  and  Services  Industry 

Customer  Service  Program — International 


This  is  the  first  integrated  program  which 
analyses  and  reports  on  the  customer  service 
performance,  developments  and  issues  for 
both  the  U.S.  and  Europe. 

CUSTOMER  SERVICE  MARKET 
REQUIREMENTS  REPORTS 

The  four  reports  described  below  will  be 
prepared  in  1990.  These  reports  are  a 
continuation  of  similar  reports  produced  since 
the  early  1980s  and  uniquely  put  current 
developments  into  perspective. 

• Customer  Service  Market  Report 

This  report  presents  analysis  and  forecasts 
of  user  expenditure  for  service  for  each 
market  sector.  It  examines  key  customer 
service  issues  and  identifies  trends  and 
opportunities  in  the  U.S.  and  European 
market-place. 

• Customer  Service  User  Requirements 
Report 

Customer  Service  User  Requirement 
reports  discuss  customer  satisfaction  with 
vendor  performance  service.  Three  reports 
are  produced: 

- Large  Systems 

- Midrange  Systems 

- PC  /Workstation 


CUSTOMER  SERVICE  ISSUE  E 

REPORTS  E 

The  1990  Program  includes  four  special  issue  F 
reports  as  follows: 

In 

• Local  Area  Network  Support 

n 

This  report  addresses  the  service  needs  of 
this  fast-growing  area  and  examines 
vendor  responses  to  rapidly  changing  user  > 
needs.  s 

• Independent  Maintenance 

INPUT  continues  to  track  the  fast-growing 
independent  maintenance  sector  in  this 
report  which  examines  user  attitudes  to 
independent  maintenance  as  well  as 
vendor  activity. 

i 

• Customer  Service  Pricing 

This  report  examines  customer  perceptions  , 
and  trends  in  pricing  for  both  hardware 
maintenance  and  systems  software  support 
and  maintenance. 

i 

• Professional  Service  Opportunities 

Increasingly,  customer  services  operations 
are  providing  additional  people-related 
services.  This  report  examines  the 
developing  high-growth  opportunities 
ancillary  to  the  prime  equipment  support 
functions  of  customer  service. 
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EFFECTIVE  PLANNING  FOR 
EFFECTIVE  PERFORMANCE 

INPUT'S  Customer  Service  Program  provides 
the  detailed  customer  service  information  you 
need  to  forecast  service  requirements,  analyse 
competition,  and  address  the  challenges  of 
new  technology. 

You  receive  research-based  studies  and 
support  services  which  address  questions 
such  as: 

• What  services  do  your  users  really  require 
and  how  can  you  meet  their  needs  most 
efficiently? 

• What  is  the  competition  doing  and  how 
should  you  respond? 

• Where  are  the  sources  of  service  revenue 
growth  for  the  next  five  years? 

• How  will  increases  in  hardware  reliability 
and  software  complexity  affect  your 
personnel  mix? 

• What  are  the  new  service  techniques  and 
how  are  they  being  received  in  the  market- 
place? 


CLIENT  SUPPORT 

Access  to  INPUT  Consultants 
Clients  receive  continuous  support  from 
INPUTS  consultants  and  executives.  Call 
them  for  reactions  and  opinions. 

"Hotline"  Inquiry  Service 
This  service  provides  fulfillment  of  short-term 
research  needs  (requiring  less  than  two  hours) 
as  well  as  clarification /amplification  of  report 
and  presentation  data. 

On-Site  Visits 

An  INPUT  consultant  presents  research 
results  and  industry  forecasts  at  your  site. 
Your  issues  and  interests  are  discussed 
together  with  industry  trends. 

Client  Meetings 

Consultants  confer  in  person  or  by  telephone 
with  clients  on  business  market  issues. 

Monthly  Customer  Service  Newsletter 
Topical  news  is  provided  about  customer 
service  in  the  United  States  and  Europe  (e.g., 
new  vendor  service  policies,  service  offerings, 
vendor  performance). 


RELATED  SERVICES 

■ 

[•  Custom  Research  and  Consulting  projects  analyse  market  opportunities,  user  needs, 
competitive  environment,  acquisition  targets,  etc. 

• Market  Analysis  Program  covers  the  entire  information  services  and  software  market  for 
customer  services  organizations  seeking  to  offer  innovative  products  and  service. 

• Systems  Integration  and  Systems  Operations  Programs  (U.S.)  and  Systems  Management 
Programme  (Europe)  for  customer  service  organizations  offering  or  considering  offering 
expanded  services. 
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—Information  Systems  and  Services  Industry 


For  15  years  INPUT  has  provided  objective  and 
proprietary  analysis  of  clients'  problems  and 
opportunities.  These  projects  are  based  on 
INPUT’S  extensive  data  base  of  market  and  vendor 
information  plus  effective  data  gathered  by 
primary  research. 


Data  are  analyzed  by  professionals  who  know  tljA 
dynamics  of  clients'  situations.  From  the  data  ar 
analysis,  INPUT  develops  recommendations  for  r 
client  action. 


SCOPE— AREAS  OF  CAPABILITY 


Information  Systems 

- Software  Analysis 

- Office  System  Strategies 

- Vendor  Search  and  Analysis 

- End-User  Computing 

- and  others 


• Functional  Markets 

- Engineering  and  Scientific 

- Human  Resources 

- Accounting 


- and  others 


Markets 

- Systems  Integration 

- Computer  Systems 

- Communications  Networks 

- Network  Services 

- Electronic  Data  Interchange  (EDI) 

- Processing  Services 

- Software  Products 

- Professional  Services 

- Turnkey  Systems 

- and  others 


Specialized  Areas 

- Back-End  Processing 

- Image  Processing 

- Disaster  Recovery 

- Supercomputers 

- and  others 


Maintenance  and  Support 

- Computer  Equipment 

- Communications  Equipment 

- Software 


Industry  Applications  and  Markets 

- Federal  Government 

- State  and  Local  Government 

- Banking 

- and  others 


- Insurance 

- Manufacturing 

- Distribution 


- Transportation 

- Utilities 

- Medical 
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ARKET/PRODUCT  STRATEGIES 


mputer  Products 

Forecasts  of  27  IS  Products  through  1997 
Engineering /Scientific  Workstations 
Mid-Range  Processors 
^D-ROM-based  Product 

•vices  and  Software 

Systems  Integration  in  Canada 

U.S.  Network-Based  Systems  Integration 

Software  Product  Line  Expansion 

rhird-Party  Maintenance  in  U.S.  Government 

Market  Intelligence  Systems 

Medical  Claims  Processing 

mmunications 

international  Data  Communications  Markets 
Cellular  and  Paging  Billing  Systems 
Profitable  Telecommunications  Services 
Dpportunities 

\RKETING 

?ricing  Strategy  for  Professional  Services 
Market-testing  for  PCM  Workstation 
Prospect  Identification  and  Qualification  for 
financial  Services 

Market  Planning  for  New  RBOC  Service 


ACQUISITION  SEARCH  AND  SUPPORT 

• Candidate  Evaluation  for  CIM  Acquisition 

• Acquisition  Search  for  Information  Services 
Company 

• Acquisition  Search  for  Payment  Service 
Company 

• Acquisition  Search  for  Banking  Services 
Company 

• Acquisition  Search  For  Professional  Services/ 
Systems  Integration  Company 

• Due  Diligence  on  LBO  of  Terminal  Company 

• Acquisition  Search  for  Federal  Government 
Professional  Services  Company 

CUSTOMER  SERVICE  ANALYSIS 

• Assessment  of  Customer  Service  Practices  in 
Europe 

• Experience  and  Satisfaction  with  a Software 
Product 

• Supercomputer  Customer  Satisfaction  Survey 

COMPETITIVE  ANALYSIS 

• Relationship  between  Bank  IS  Expenditures  and 
Profitability 

• Tactical  Direction  of  Bell  Operating  Companies 

• Competitive  Software  Licensing  Terms 

• Automation  Intensity  of  Bank  Competitors 


PRESENTATIONS 

• INPUT'S  executives  and  staff  provide 
presentations  to  user  groups,  sales  meetings, 
planning  seminars,  and  industry  events,  as  well 
as  to  individual  clients. 

CLIENT  RELATIONSHIP 

• Custom  research  projects  are  normally  charged 
on  a fixed  price  basis.  Over  80%  of  INPUT'S 
projects  are  sole  source  and  provide  a very  high 
level  of  client  satisfaction. 
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About  INPUT 


INPUT  provides  planning  information,  analysis,  and  recommendations 
to  managers  and  executives  in  the  information  processing  industries. 
Through  market  research,  technology  forecasting,  and  competitive 
analysis,  INPUT  supports  client  management  in  making  informed 
decisions. 

Continuous-information  advisory  services,  proprietary  research/ 
consulting,  merger /acquisition  assistance,  and  multiclient  studies  are 
provided  to  users  and  vendors  of  information  systems  and  services 
(software,  processing  services,  turnkey  systems,  systems  integration, 
professional  services,  communications,  systems /software 
maintenance  and  support). 

Many  of  INPUT'S  professional  staff  members  have  more  than  20  years' 
experience  in  their  areas  of  specialization.  Most  have  held  senior 
management  positions  in  operations,  marketing,  or  planning.  This 
expertise  enables  INPUT  to  supply  practical  solutions  to  complex 
business  problems. 

Formed  as  a privately  held  corporation  in  1974,  INPUT  has  become  a 
leading  international  research  and  consulting  firm.  Clients  include  more 
than  100  of  the  world's  largest  and  most  technically  advanced 
companies. 


INPUT  OFFICES 


North  America 

Headquarters 
1280  Villa  Street 
Mountain  View,  CA  94041-1194 
(415)  961-3300 

Telex  171407  Fax  (415)  961-3966 
New  York 

959  Route  46  East,  Suite  201 
Parsippany,  NJ  07054 
(201)  299-6999 

Telex  134630  Fax  (201)  263-8341 

Washington,  D.C. 

1953  Gallows  Road,  Suite  560 

Vienna,  VA  22182 

(703)  847-6870  Fax  (703)  847-6872 


International 

London 

Piccadilly  House 
33/37  Regent  Street 
London  SW1Y  4NF,  England 
(071)  493-9335  Fax  (071)  629-0179 

Paris 

52,  boulevard  de  Sebastopol 
75003  Paris,  France 

(33-1)  42  77  42  77  Fax  (33-1)  42  77  85  82 
Tokyo 

Saida  Building 
4-6,  Kanda  Sakuma-cho 
Chiyoda-ku,  Tokyo  101,  Japan 
(03)864-0531  Fax  (03)  864-4114 


